UNIVERSITY 
MICHIGAN 


APR 1959 
April 1959 


PERIODICAL 


READING ROOM 


Some Economics 


Foreign Visits the 
United States Capital Market page 


BANK 
KANSAS CITY 


2 
q 
4 


Subscriptions the Review are 
able the public without charge. 

tates 
copies any issue may obtained 
Research Department, Federal Reserve 
Kansas City, Kansas City Missouri. 
granted reproduce any material 

publication. 


vide 
ture 
tures 
arm 

tru 

Month 


Economics 


ARTICLE THE February 1959 issue 
the Monthly Review presented gen- 
analysis the prospective water supply 
blem the Tenth Federal Reserve Dis- 
ict. was pointed out that agriculture 
the predominant water user the present 
was also shown that the rate which 
area will consume its water resources de- 
heavily upon the structure economic 
which develops the future. 
vidence drawn from data employment 
personal income shows that the struc- 
ture the economy is, fact, 
ging. One the most impressive fea- 
the recent economic history this 
egion has been pronounced relative fall 
farm income, accompanied rise 
onfarm income. 1947, income from non- 
sources constituted approximately 
cent total income, but 1957 
risen more than per cent the 
During this period all the District 
except Nebraska realized growth 
income excess the national 
with New Mexico, Colorado, and 
growing with the relatively greatest 
This swift rise nonfarm income 
has been accompanied 
hifts the relative importance nonfarm 
ces such income. The most striking 
occurred manufacturing. During 
past decade, District income this sec- 
has increased much more rapidly than 

true the Nation whole. 
light the growing relative importance 
the manufacturing sector recent years, 
light the attempts regional plan- 
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ning bodies accelerate the growth trend 
this sector, analysis the productivity 
water used manufacturing processes 
may considerable interest. This article 
will devoted exploration the con- 
cept productivity applies water, 
the derivation some productivity estimates 
for various types manufacturing, and 
comparison the results these estimates 
recent tendencies the development 
the District industrial structure. The analysis 
this article directed toward helping 
supply first approximation answering 
such questions as: (1) what uses will water 
contribute most production the area; (2) 
what uses will water tend contribute 
most employment opportunities the area; 
(3) the current tendency water use lead- 
ing toward more less efficient use that 
resource for the purpose accomplishing 
certain regional goals? 

regard manufacturing, information 
obtainable from the Census Manufactures 
can great assistance approaching 
answer these questions. Before entering 
into investigation the statistics, how- 
ever, will useful consider briefly some 
conceptual matters concerned with the ap- 
propriate measurement the productivity 
resource regional basis. 


The Concept Water Productivity 
Applies Regional Analysis 


important question for any economy— 
ship between resource inputs and product 
outputs. often useful know what 
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happening resource productivity gen- 
eral. this information desired, meas- 
ure total resources used production 
must devised—either the aggregate 
for particular commodity—which may 
then divided output order yield 
productivity relationship. 

However, for the study economic prob- 
lems, often desirable obtain meas- 
ure the productivity particular re- 
source. Currently, most commonly meas- 
ure labor productivity. This because the 
tendency labor productivity considered 
crucial variable some well-known policy 
problems. However, when said that the 
output per man-hour labor productivity 
higher one industry than another, 
one time than another the same industry, 
means necessarily meant that the 
higher output some way attributable 
qualitatively better labor services some- 
thing praiseworthy which labor has done. 
Rather, productivity differentials are usually 
the consequence variance the nature 
the resources used the manner 
which they are combined the productive 
process. Nevertheless if, let say, 
particular region trading with other regions, 
the supply labor were very short and the 
supply other resources relatively abundant 
relatively easy obtain from other regions, 
labor should allocated its highest pro- 
ductivity uses the community goal 
maximize the production the region. Simi- 
larly, water shortage, appears the 
case large sections the Tenth District, 
threatens inhibit growth production 
the area, the community may well wish 
encourage its devotion the highest produc- 
tivity uses feasible. But first the question 
how water productivity should appropriately 
measured must considered. 

For particular region, well for the 
Nation whole, the total value pro- 
duction may considered aggregate 


the value added each economic 
carried the relevant area. Value 
equal the gross market value produg 
brought about firms some 
activity, minus the purchase materials, 
and other goods from firms engaged 
stages the productive process. The 
ues added each stage the process 
producing commodity, when summed, 
equal the market value that com 
modity. Thus, are accustomed 
that the total the values added 
economy equal the total the 
value final goods and services the 
omy and is, therefore, also equal the 
product the economy. This 
between the sum all values added and 
value final goods and services quit 
clear-cut closed economy. Such 
the case open trading economy, 
ever, simple example will help 
trate. Suppose that particular area com 
pletely specialized the processing food 
products. This its sole economic 
that all the materials, such raw foods, 
etc., used food processing, are imported 
The gross product the area then 
the value added the food industry. 
ever, the total market value the 
essed food produced the area were 
part its gross product, this would 
stitute serious overstatement since 
attributing the region the value 
raw food, fuel, etc., embodied its 
but the actual production which 
part. 

The concept value added is, 


especially relevant and useful the 


eration economic activity within 
productivity measure for some resource 
gaged particular activity the area, 
resource input should not related 
value final product, which greatly 
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enced the price materials and fuel pur- 
chased from other areas, but rather the 
yalue added the relevant activity. the 
objective, once more, increase the pro- 
duct scarce resource the area, should 
allocated not activities which its 
value final product highest, but rather 
activities which its value added per input 
unit highest. the subsequent discussion 
will show, the latter considerably more 


complicated notion thar. immediately ap- 
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Fortunately, relatively detailed informa- 
tion concerning value added for the manu- 
facturing sector the economy available 
from the U.S. Census Manufactures: 1954. 
addition, this source provides information 
concerning water used various industries. 
the basis these data water produc- 
tivity measure can computed for each ma- 
jor industry category. the first column 
Table such computation shown for 
each the major industry categories. 
These are, course, national average figures 
since information not available sufficient 
detail allow the calculation average pro- 
ductivity statistics for this particular region. 
The latter type figures would more 
suitable for the sort comparison made 
later section this article. the other 


_ 


may appear anomalous the reader that the 
benefit-cost analysis discussed the October 1958 
issue this Review and described method 
evaluating water resources projects not applied 
this article. The reason that the benefit-cost analy- 
primarily applicable the evaluation process 

regional (or open economy) 
tive. Since this article has written 
point view, analysis based upon 
ded adopted. The reader interested 
further elucidation these concepts may wish 
write the Research Department the Federal 
Reserve Bank Kansas City for copy the tech- 
nical appendix this article. 
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hand, the water use and water productiv- 
ity aspects expansion industrial ca- 
pacity are under consideration, the ideal fig- 
ures would relate new manufacturing fa- 
cilities only. Unfortunately, such data are 
unavailable. 

The derivation conceptually satisfac- 
tory water productivity figure involves more 
than simple division value added the 
direct water intake the industry. the 
reader will note, the productivity calculation 
shown Table made depletion basis. 
Depletion determined obtaining the dif- 
ference between water intake and water dis- 
charged the firms the various industry 
categories. Depletion thus corresponds the 
notion consumption defined earlier ar- 
ticles this series, i.e., evapotranspiration 
plus water embodied the product. 

addition, certain amount water 
required either directly indirectly for do- 
mestic and other purposes the workers 
and families workers employed indus- 
try. This factor also explicitly taken into 
account deriving the productivity figures 
shown Table 

Even though one form secondary water 
requirement industrial development has 
been taken into account the calculation 
underlying Table the productivity figures 
presented there still have logical shortcom- 
ings. This because they fail take into 
account the full secondary effect industrial 
development. Manifestly, the development 
new industry particular area will en- 
tail the creation facilities and employment 
directed toward supplying the need the 
primary industries for various inputs and 
the needs the primary employees for num- 
erous goods and services. Thus, secondary 
activities induced the development 
primary industries will result not only ad- 
ditional value added the area but also 
additional employment and water use. 
effort was made take these secondary ef- 
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Table PRODUCTIVITY AND EMPLOYMENT PER ACRE FOOT WATER DE- 
PLETED MANUFACTURING, AND THE AVERAGE PRODUCTIVITY LABOR 


Major Industry Groups, S., 1954 


Value Added Per 
Acre Foot 


Manufacturing 
Industry Group 


Printing and publishing 
Instruments and related products 
Tobacco manufactures 
Miscellaneous 
Fabricated metal industries 
Machinery, except electrical 
Furniture and fixtures 
Leather and leather products 
Transportation equipment 
Rubber products 

Food and kindred products 
Electrical industrial apparatus 
Stone, clay, and glass products 
Lumber and wood products 
Textile mill products 
Chemicals products 
Primary metal industries 
Pulp, paper, and products 
Petroleum and coal products 


274,964 


Employment Per 
Acre Foot 
Water Depleted 


Yearly Value Added 
Per Employee 


The figures for and related products are computed the basis municipal water use only since the amount 
directly production was less than 500 million gallons therefore not recorded the Census. 


**Depletion equal water intake industrial and domestic users minus water such users. 
NOTE: The water productivity measure shown this table includes allocation municipal water the workers and thelr 


pendents addition the water used directly the industrial process. This was made 


the 


that each worker would have 1.5 dents (based the ratio labor force that 
worker and dependent, would use .1007 acre foot per about 
the total 1950 use water for 


for municipal water use per person was derived from comparison 

Since water use figured depletion basis this table 
basis also. This was done the assumption that per cent the munici 
G., Chief, Division Water Resources, 


population. 


necessary to convert 


the United Technical Bulletin Number 76, Netional Council for Improvement. 
SOURCE: Census 1954; Technical Bulletin Number 76, National Council for Stream 


Geological Survey Circular 


fects explicitly into account means 
multiplier analysis order determine 
whether the relative position the various 
industries, terms productivity em- 
ployment per acre foot, would significant- 
changed. was discovered that the rela- 
tive positions the industries were altered 
only slightly although the absolute magni- 
tudes involved were enhanced greatly. There- 
fore, since the comparative position 
industry much more important the an- 
alysis this article than the absolute mag- 
nitude its water productivity and since the 


technique which was used order 
secondary effects into account was 
rather crude, only the relatively 
cated productivity figures shown Table! 
will used this article.? 

will noted that the water 
ities and employment effects shown Table 


the derivation the shown 
nical this article. 
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vary extremely widely among industries. 
Therefore, the total production and the total 
employment which water-short area able 
support will vary marked degree, de- 
pending upon how that scarce resource 
allocated among alternative industrial uses.* 

Before proceeding discussion the 
relationship between water productivity 
different industries and recent trends Dis- 
trict manufacturing activity, brief consid- 
eration the employment and labor produc- 
tivity effects various alternative water uses 
will undertaken. 


Employment Effects and Labor Productivity 
Alternative Water Uses 


is, course, not necessarily true that 
region will always wish ph.a obtain the 
largest possible production from its scarce 
resources. areas where rapid increase 
population anticipated, the ability 
industries turn scarce resources into em- 
opportunities may more highly 
valued than their incremental effects upon the 
gross product. Therefore, examination 
the employment effects various alterna- 
tive water uses may informative. 

Table reveals that the correspondence 
between water productivity and employment 
per acre foot positive and generally close. 
This might well anticipated because 
the usual instance something like per 
cent value added will made 
wages and salaries. Thus, the high value 
added industry will ordinarily tend 
high employment industry and vice versa. 
Consequently, would seem that, most 


are considered 
thie article, they esent 
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cases, policies leading toward high preductiv- 
ity use water will also tend induce high 
employment and the problem the inconsis- 
tency social goals not encountered 
this instance. 

Table shows, however, that the close 
correspondence between high productivity 
industries and high employment industries 
terms water use does not exist between 
either both these variables and labor 
productivity. fact, any relationship 
broadly inverse one, e., high employment 
and high productivity terms water use 
corresponds low labor productivity. Thus, 
the figures give credence the idea that 
particular type industrial development will 
not accomplish all possible social goals. Max- 
imum water productivity will require dif- 
ferent structure industry than maximum 
labor productivity. Therefore, the type in- 
dustrial development which appropriate for 
the maximization regional product under 
conditions water scarcity and labor abun- 
dance will probably not appropriate under 
conditions stringency the labor market 
and copious water supply. Hence, the infer- 
ences concerning desirable structural change 
drawn from productivity analysis such 
that presented above must fitted the 
specific situation prevailing particular 
community.* 


District Trends the Productivity Water Use 

One indicator District trends the struc- 
ture manufacturing industry provided 
statistics personal income. Since these 
statistics have been subjected analysis 
earlier issue the Review, the tendencies 


feasibility. 


take 
appre: amount variation. water use characteristics may not ap- 
Therefore, the following analysis must considered particular water-short area other 
provide only rough approximation. anal grounds. Thus the selection industries for encour- 
desirable. 
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Table CHANGING PATTERNS MANU-. 
FACTURING INCOME AND EMPLOYMENT 
SIX DISTRICT STATES 


Patterns Patterns 
Manufacturing Income Employment 
Industry Group 1948 1947 1954 


(Per Cent Total) 
Transportation equipment 
Nonelectrical machinery 
Fabricated metals 
Food and kindred products 
Printing and publishing 
Petroleum and coal 
Primary metal industries 
Chemicals, allied products* 
Stone, clay, glass products 
Rubber products 
Electrical machinery 
Lumber and wood products 
Apparel and related product: 
Furniture and fixtures 
Pulp, paper, and products 
Instruments, related prod. 
Leather and leather goods 


The apparent discrepancy between these measures 
they relate this industry seems due distor- 
tion induced the employment series the Korean War. 


**Data not available because disclosure problems. 
than per cent. 


SOURCE: Department Commerce and Census 
Manufactures: 1947 and 1954. 


they show will explored only very briefly 
here. 

the first two columns Table indi- 
cate, among the industries which accounted 
for least per cent the income total 
for the District, two gained relative impor- 
tance, four declined, and three experienced 
change their 1948 relative position. 
far the largest expansion took place trans- 
portation equipment. The next largest com- 
parative gain was experienced the fabri- 
cated metals industry. 

the other hand, sharp decline rela- 
tive standing took place the food products 
sector and petroleum and coal products. 
Significant losses relative position were 
also registered printing and publishing and 
primary metals. 


occur the industrial distribution 
sonal income without proportionate 
the structure physical production. 
fore, measure which refers directly 
ical output input may serve 
check the conclusions which may draw 
from the personal income data. The only sud 
measure which available regional 
the industrial employment series. 
though some classifications 
industry are available current basis, 
fortunately the only classification which 
sufficiently complete for our purpose 
the Census Manufactures. Hence, 
detailed comparison industrial employ 
ment distribution for the postwar 
must have its beginning 
dates 1947 and 1954, respectively. The reade 
with some knowledge the structural 
business cycles will note that some bias 
the trend industrial composition may 
produced due differential cyclical effeds 
employment specific industries whe 
these two dates are used. Nevertheless, 
clusions which may drawn from the 
ployment data shown columns 
Table are broadly consistent with 
which may inferred from the personal 
come data shown the first two columm 
The decline the relative importance food 
and kindred products and the enhanced 
portance transportation equipment 
parent equally striking degree from 
measures. the other major industries 
the District, printing and publishing 


slight decline both measures and 


measure indicates change for 
machinery. However, fabricated metals 
fests increase the income measure 
change the employment measure. 
Since the tendencies implied the 
sonal income measure are not seriously cot 
tradicted the employment statistics and 
since the former does not suffer from 
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same temporal limitation the latter, the 
following discussion will based upon the 
income data. 

comparison Table with Table will 
reveal that industries exhibiting relatively 
high productivity per acre foot water have 
generally expanded maintained their rela- 
tive position the District. Fabricated metals, 
transportation equipment, 
machinery rank, respectively, sixth, tenth, and 
seventh among the industries ranked 
order water productivity. very im- 
pressive observe that each the important 
industries which has experienced declining 
relative position (with the exception print- 
ing and publishing which the decline was 
very small) one which the figures indi- 
cate low water productivity. Food and kin- 
dred products, which declined from 
per cent the District total, had 1954 
productivity $57,884 per acre foot water 
depleted. Thus, ranked 12th among the 
industry groups. Products petroleum and 
coal, which fell from per cent per 
cent the District total, ranked lowest with 
productivity $6,584, and primary metals, 
which also experienced significant decline 
importance, ranked 18th with produc- 
tivity $11,716 per acre foot. 

Thus, appears that the important changes 
industry structure which have occurred 
the District recent times have been the 
direction making more efficient use the 
available water Some the very 
high productivity industries, however, such 
instruments and apparel products, are still 
relatively unimportant the District economy 
and their importance has not changed ap- 
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conclusion must expressed qualified 
fashion because the problems presented the 
high level aggregation used this 
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preciably during the period considered 1948 
1957. 


Final Comments 


While productivity and employment creat- 
ing effects water specific industries are 
closely related, both these magnitudes vary 
greatly between industries. This would 
seem indicate that areas concerned with 
problems actual anticipated water short- 
age and perhaps simultaneously the threat 
excessive population cannot well afford 
indifferent the structure industrial 
activity which they develop. Regional plan- 
ning such areas should take explicit ac- 
count the degree which particular in- 
dustries will enhance production and absorb 
labor force per acre foot water consumed. 

Evidence has been presented which seems 
indicate that the evolving industrial struc- 
ture the Tenth District broadly consis- 
tent with improving water productivity. How- 
ever, this region, industry still remains 
relatively minor user water. Hence the 
degree which inhibition placed po- 
tential water shortages upon the growth 
income and the development employment 
opportunities may relieved improve- 
ments the efficiency industrial water 
use severely circumscribed. the Tenth 
District whole, over nine tenths all 
water consumed expended irrigation uses. 
Thus, important question for communi- 
ties the arid and semi-arid areas the 
District concerns the contribution irriga- 
tion water use employment and produc- 
tion opportunities the area compared with 
other feasible uses such water.® 


study being carried the University New 
Mexico under the auspices Resources for the Fu- 
ture deals extensively with number the issues 
raised this article. 
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Foreign Visits the 


United States Capital 


FFERINGS FOREIGN dollar securities 

the capital market reached new 
postwar high 1958. The gross proceeds 
public and private placements dollar-de- 
nominated securities foreign governments 
and international institutions totaled $993 mil- 
lion, and the inclusion corporate bond issues 
would increase the total nearly $1.2 billion. 
These figures indicate resurgence foreign 
borrowing the United States after many 
years which the defaults and other develop- 
ments the were thought have 
created barriers private lending non- 
resident borrowers. 

The record volume foreign issues 
1958 partly represents substantial offerings 
nonresidents for whom visits the 
capital market have not been unusual during 
the postwar period. the other hand, 
number borrowers entered the market for 
the first time since World War their 
history. 

view the postwar record foreign 
offerings during 1958 and the rise for- 
eign offerings since 1946, closer examina- 
tion factors underlying these developments 
appears warranted. While the magni- 
tude these issues has been small com- 
parison with the magnitude Treas- 
ury, corporate, state and local gov- 
ernment issues, the fact remains that foreign 
borrowing excess billion represents 
demand for funds reckoned with 
analysis capital market conditions. 

The questions explored below regard 
the foreign demand for U.S. investment funds 
are: What factors underlie the record volume 


these demands during 1958? What has 
contributed the rise foreign borrowing 
the United States? What factors may 
important determining the future foreign 
dollar offerings? facilitate examination 
these questions, careful look the post 


war record essential. 
Postwar and 1958 Records 
Securities and Exchange Commission 
mates the gross proceeds direct and 
guaranteed foreign government and 
tional security issues, totaling $993 million 
during 1958, include both public and private 
placements. substantial portion these 


proceeds accrued from negotiated public of- 
ferings. The par values public offering 
(as distinguished from their gross proceeds 
which reflect adjustment for discounts and 
premiums) totaled $901.9 million during the 
year and included separate issues 
governmental international bodies. 
Department Commerce data 
issues, appearing the table with the SEC 
series, include publicly announced public and 
private placements corporate issues and, 
for this and other reasons, provide broader 
coverage foreign demands for invest- 
ment funds. The series nevertheless tends 
underestimate total foreign demands 
ily because the exclusion foreign dollar 
issues taken nonresidents, but also because 
the proceeds foreign issues included this 
series are net underwriting costs. Clearly, 
neither series ideally suited for precise 
measurement the impact foreign bor 


1947 

1948 

1949 

1950 

1951 

1952 

* Pro 

nat 

Pro 

COS 

dir 

ing 

mil 

fle 

lar 

ize 

iss 


FOREIGN BORROWING THE 
CAPITAL MARKET, 1946-58 


Millions dollars 


Commerce 
Series** 


Proceeds offering price foreign and inter- 
publicly and privately placed 


discounts premiums and underwriting 
costs, large foreign public and private 
direct companies abroad. 

Preliminary estimates for the first three quarters 1958. 
SOURCE: Department Commerce and Securities and Exchange 
Commission. 


rowing the capital market. Both are 
useful here, however, for the identification 
the structural characteristics and timing 
foreign offerings. 

The two series show substantial growth 
foreign dollar-dc issues, particu- 
larly since 1955. addition, there evidence 
considerable variability foreign borrow- 
ing, For example, recently 1955, pro- 
ceeds large foreign dollar issues (Com- 
merce Series) totaled only $128 
while early 1947, they totaled $396 
million. This year-to-year 
flects part the flotation one two 
large issues year generally character- 
ized few foreign offerings, was the case 
1947, for example, when the International 
Bank for Reconstruction and Development 
(World Bank) offered its first two issues 
investors. The dominance one two 
issues during any specific year does not, how- 
ever, provide complete explanation for the 
variability foreign borrowing. There was 
considerable intrayear volatility foreign 
borrowing during 1958, for example, when 
numerous foreign dollar issues were publicly 
offered. 

Analysis the variability and growth 
foreign borrowing during the 1946-58 period 
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facilitated identification the major 
borrowers. Canadian corporate, Dominion, 
provincial, and municipal issues accounted for 
per cent the total proceeds large for- 
eign offerings taken investors (Com- 
merce Series) during the 1946-57 period, 
while issues the World Bank accounted for 
per cent. All other nonresident offerings 
sold investors accounted for the bal- 
ance, per cent the total. Clearly, Ca- 
nadian and World Bank offerings dominated 
the postwar record, but this should not 
permitted conceal the fact that issues from 
“all other” sources increased sharply during 
the 1955-57 period, when proceeds large 
offerings purchased investors totaled 
$253 million compared with total $309 
million during the previous years. Moreover, 
the marked increase foreign borrowing 
1958 reflects, significant extent, ex- 
pansion borrowing the “all other” cate- 


gory. 


World Bank Dollar Bond Offerings 


The World Bank entered the capital 
market for funds three times during 1958. 
Two issues $150 million each were floated 
during the first half the year and third 
issue $50 million was offered November. 
Last flotations increased the 
number IBRD issues since its initial offer- 
ing July 1947, with the issues having 
been floated during 1957 and 1958. These 
issues had par values $625 million 
compared with $785 million for all previous 
issues. Two issues have been redeemed—one 
1950 and another 1956—leaving 
issues outstanding the end 1958. 

important factor facilitating the expan- 
sion World Bank borrowing the growth 
the worldwide market for its obligations. 
Between June 30, 1952, and June 30, 1957, 
foreign holdings increased from approxi- 
mately per cent approximately one third 
outstanding dollar issues, increase 
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Foreign Visits the 


reflecting both rise foreign participation 
IBRD issues offered the United States 
and expansion dollar issues placed 
entirely abroad. 

The market for Bank issues also has 
broadened, revealed the fact that 
investors increased their absolute hold- 
ings dollar issues despite the decline 
the proportion total outstanding issues 
held the Nation. The market for World 
Bank obligations was limited legal and 
institutional barriers during the early years 
Bank operations. These have diminished 
laws governing investment eligibility require- 
ments institutional investors gradually have 
been modified accommodate IBRD issues. 
Pension and trust funds appear have be- 
come the major investors World 
Bank obligations. June 30, 1952, 
ownership dollar bonds outstanding was 
divided equally between four classes in- 
savings banks, life insur- 
ance companies, pension and trust funds, and 
commercial banks and other investors. 
June 30, 1957, the World Bank estimated that 
per cent the principal outstanding was 
held pension and trust funds, while in- 
surance companies and savings banks held 
per cent and per cent, respectively, and 
commercial banks and other investors held 
the balance. 

Notwithstanding the importance the 
worldwide growth the market for 
dollar issues facilitating factor the 
growth IBRD offerings, the fact remains 
that explanation for the recent upsurge 
must sought the own financial 
requirements which recently have risen 
sharply due stepped-up lending operations. 
Lending operations established new records 
during 1958, loans were made totaling 
roughly the equivalent 
lion dollars. Moreover, loans had 
increased rapidly over the last several years. 
From July 1955, through December 31, 


1958, they totaled the equivalent 
million, while disbursements totaled 
equivalent $1,408 million. Both loans 
disbursements during these years wer 
nearly one half the totals over 12% 
World Bank operations. The number 
loan requests warranting Bank 
obviously increased markedly, significant 
development view the problems 
countered early operations. During the 
early years, loan requests showed 
lack careful consideration for servicing 
quirements. requests frequently 
were based projects for which priority 
need was not firmly established nor imple 
mentation carefully detailed. The recent 
surge loan extensions tribute the 
tireless efforts the World Bank 
ing the requisites satisfactory loan requests 
and providing technical assistance mem 
ber countries. 

Bank borrowing requirements are reduced, 
course, the availability alternative 
sources loanable funds. The Bretton Woods 
Agreement provided that per cent the 
capital subscriptions each member paid 
lars and per cent the currency the 
subscribing country with the latter 
made available the Bank only after its 
lease the subscriber. The remaining 
per cent was serve guarantee for the 
obligations the World Bank. 

The per cent portion member 
scriptions gradually has been released, pro- 
viding additions loanable resources. But, 
while these releases have helped reduce 
borrowing needs, was pointed out 
president the World Bank the annual 
meeting the governors last October that 
“some half billion dollars equivalent 
per cent capital still too hedged about with 
Removal these restrictions the only 
means which these resources can become 


Bank 
This 
rang 
coun 
divic 
lion 
Priv: 
agre 
has 
men 
lead 
has 
loar 
witl 
pub 
Car 
has 
cles 
cee 
dat 
onl 
mil 
sen 
the 


alternative borrowing and progress 
this direction probably can anticipated. 

Perhaps the most important development 
Bank operations over recent years the en- 
couragement has given private 
This has tended conserve the own 
resources, but has contributed direct 
borrowing the capital market. Bor- 
rowing needs have been reduced outside 
participation; first, through the sale obliga- 
tions held the Bank, and second, ar- 
ranging private placement loans the time 
initial loan negotiations with member 
countries. Outside participation, about evenly 
divided between these types, totaled $87 mil- 
lion during the World fiscal 1957-58. 
Private participation, principally the early 
maturities, was arranged loan 
agreements signed. 

practice which recently has contributed 
directly foreign offerings the United 
States the encouragement direct 
borrowing member countries. The Bank 
has instigated direct negotiations between 
member countries and institutional investors 
leading private placements member- 
country obligations. Additionally, the Bank 
has entered into joint operations whereby 
loan from the Bank made conjunction 
with, and frequently conditioned upon, 
public offering the U.S. capital market. 


Canadian Offerings the Capital Market 


Perhaps the most striking characteristic 
Canadian demands for investment funds 
has been their variability. This shown 
clearly comparison annual net pro- 
ceeds large Canadian issues (Commerce 
data) which totaled $56 million 1946 and 
only $39 million recently 1955, but which 
were large $302 million 1951, $379 
million 1956, and $324 million 1957. 

Quarterly data for the 1954-58 period, pre- 
sented the chart, show even more clearly 
the volatility Canadian demands. The low- 
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CANADIAN RESPONSES DIFFERENCES 
CANADIAN AND INTEREST COSTS 


RATIO OF CANADIAN TO U.S. GOVT. BOND YIELDS 


YIELD SELECTED AND U.S. GOVT. 
BONDS 


1956 
Score 1M MILLIONS OF CANADIAN DOLLARS 


1954 1955 


CURRENCIES 


NOTE: Yield were calculated for two selected pairs 
madian and vernment bonds. issues denom- 

inated in currencies other than Canadian dollars or op- 
tionally Canedian and other currencies are in- 


reported delivery dates. deliveries are 
excluded from the 1954 Technical conversion into 
was made the noon foreign exchange 
rate the date delivery. 


SOURCE: Bank Canada. 


portion this chart shows the par values 
Canadian bond issues payable currencies 
other than Canadian dollars optionally 
Canadian dollars and other currencies. Typi- 
cally, the great majority Canadian foreign 
currency issues has been payable 
dollars. 

The variability Canadian demands for 
investment funds appears have 
substantial cyclical component, but one which 
does not correspond closely cyclical fluc- 
tuations Canadian and economic ac- 
tivity. Economic activity Canada and the 
was depressed early 1958, but Ca- 
nadian borrowing abroad was rising. the 
other hand, Canadian offerings were un- 
usually low levels 1955 when economic 
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Foreign Visits the 


recovery characterized both Canadian and 
economies. 

There ample evidence, nevertheless, that 
differences relative Canadian and 
capital market conditions, which partly re- 
flect the relative magnitude and timing 
economic fluctuations, significantly affect the 
placement Canadian issues the United 
States. This can seen from comparison 
the fluctuations Canadian issues payable 
dollars) with the data presented the up- 
per portion the chart. These data show the 
ratio yields for selected pairs Canadian 
maturities. rise these ratios indicates 
rise Canadian yields relative U.S. yields. 
Canadian yields typically have been above 
yields, and, Canada’s Dominion Bu- 
reau Statistics has pointed out, widening 
rise these ratios) provides inducement for 
Canadian borrowers enter the cap- 
ital market satisfy their financial require- 
ments. Inversely, decline the ratio 
Canadian and interest rates reduces the 
incentive for Canadian borrowers seek 
funds the United States. 

With the chart and the accompanying dis- 
cussion background, Canadian visits the 
capital market during 1958 can ex- 
amined greater detail. Canadian issues 
the United States declined response 
slackening business activity and easier condi- 
tions the Canadian capital market during 
the second half 1957. Signs greater ease 
the capital market became apparent 
November and December, however, and, 
during the first half 1958, interest differen- 
tials once again provided inducement for 
Canadians shift their borrowing opera- 
tions the United States. The maturity value 
Canadian foreign-currency offerings deliv- 
ered during the first half 1958 totaled 384 
million Canadian dollars, representing 


per cent the deliveries. 
deliveries were concentrated March, 
and May, while public offerings, including 
both direct and guaranteed issues 
dian provinces and municipalities, were 
throughout the first half the year. 
Canadian provincial and municipal 
publicly offered during the year visits 
the market five government bodies, 
came the market the first half 

During the summer months when 
terest rates rose sharply, not single 
ipal provincial public offering appeared 
the capital market (although deliveries 
previous municipal offerings were com 
pleted). With some improvement the tone 
the market and with interest-cost com 
siderations once again favoring Canadian 
try into the market later the year, 
several new municipal issues appeared. 
porate borrowing fell abruptly June and 
remained lower levels through the rest 
the year. 

The implication the above analysis 
Canadian responses relative Canadian and 
capital market conditions not that 
these responses were the principal element 
underlying the upsurge foreign borrowing 
during 1958. clear that the 
phenomenon identified above was not 
usual. During 1958, however, typical 
sponses Canadian borrowers changes 
relative market conditions combined with 
secular factors underlying the growth 
IBRD and “all other” foreign 
contribute the postwar record foreign 
offerings. 


“Other” Visits the Capital Market 
Canadian and World Bank demands for 
funds have dominated nonresident de- 
mands during the postwar period, but the 
striking increase bond flotations 
governmental borrowers over the last few 
years impressive. During 1958, there were 
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publicly offered foreign government and 
international issues this “all other” cate- 

borrowers, representing offerings 
governmental units. Par values these 
public offerings totaled $256.3 million 1958, 
$85 million 1957, and only $25 million 
Clearly the rise the number and 
volume these issues was the most dynamic 
aspect the rise foreign government and 
international issues during 1958. 

detailed analysis each foreign public 
offering would undoubtedly reveal many fac- 
tors contributing growth these issues. 
Considerations similar those associated 
with Canadian issues may have been import- 
ant some cases, but cost considerations 
alone not provide entirely satisfactory 
explanation for the expansion “other” of- 
ferings the United States. 

Longer-run factors significance the 
general acceptability foreign issues 
investors, and special considerations associ- 
ated with individual issues, probably were im- 
portant. this regard, the near-completion 
adjustments defaulted issues noncom- 
munist countries may have influenced market 
acceptance foreign obligations. should 
added, however, that none the govern- 
ments that floated dollar issues during 1958 
are default dollar loans. For some 
countries, strong over-all balance-of-pay- 
ments position favorable payments posi- 
tion vis-a-vis the United States may have been 
important successful bond flotations. For 
others, good record past service and 
amortization probably influenced market ac- 
ceptance. Substantial foreign purchases prob- 
ably conditioned the success many issues. 

notable feature the recent record 
“other” offerings the growth joint opera- 
tions the World Bank whereby direct bor- 
the United States member coun- 
tries has been carried out conjunction with 
from the Bank. Private placements 
have been encouraged through direct nego- 
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tiations instigated the World Bank. 
addition, however, the Bank has encouraged 
operations calling for public offerings 
member countries jointly with Bank loan. 

From December 1954 through February 
1959, joint operations led public and pri- 
vate placements totaling $260 million. Par- 
ticipating countries have included the Union 
South Africa, Belgium, the Federation 
Nyasaland and Rhodesia, and, since the be- 
ginning 1959, Denmark and Japan. Some 
have participated joint borrowing opera- 
tions more than one occasion. Public of- 
ferings made conjunction with Bank loans 
totaled $71 million during 1958. The success 
these offerings seems substantiate the 
World view expressed its 1956-57 
Annual Report “that lending its funds 
alongside those private investors can play 
useful part encouraging private capital 
invest projects high economic priority 
less-developed countries.” likely that 
the prestige World Bank examination 
loan requests has contributed this success. 
significant degree, the rise in- 
vestor participation loans foreign bor- 
rowers and the number foreign visits 
the capital market can traced 
directly the role assumed the World 
Bank international lending. 


What the Future? 


interesting question for speculation 
whether future foreign dollar offerings are 
likely duplicate the patterns identified 
above. Prediction the course any eco- 
nomic phenomenon limited, course, 
the inability allow for the unforeseen. For 
example, political developments could prove 
inaccurate any estimate future foreign bor- 
rowing. Some factors that could influence fu- 
ture trends may suggested, however, the 
basis past observations. 

Differences the timing and magnitude 
economic fluctuations between individual 
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countries undoubtedly will create divergent 
capital market conditions the future. While 
interest rate differentials tend reduced 
shifts nonresident demands between 
and foreign capital markets, dynamic 
forces are likely, from time time, create 
interest differentials that encourage foreign 
visits the capital market. 

Secular growth foreign dollar offerings 
probably depends partly upon U.S. investor 
acceptance these offerings the light 
particular risks entailed and partly upon the 
ability and inclination nonresidents ac- 
quire foreign dollar obligations. Future expan- 
sion foreign dollar issues may expected 
reflect both greater capacity and willingness 
foreign borrowers service their obliga- 
tions. Adjustments past defaults may prove 
important investor confidence the latter, 
while strong international balance-of-pay- 
ments position potential borrowing coun- 
try and the spread currency convertibility 
are important the former. 


BANKING THE TENTH DISTRICT 


Deposits 


Reserve Reserve 


City City Country 
Member Member Member 
District Banks Banks 
and 


States 


Tenth Dist. 


Kansas +12 
Missouri* 
Nebraska +11 


New Mexico* 


Oklahoma* 


Wyoming +10 


*Tenth District portion only. 
than 0.5 per cent. 


reserve cities this state. 


Growth World Bank borrowing 
anticipated from evidence the 
need for substantial Bank lending 
tate economic growth the 
areas the world. Past success with 
participation and joint operations 
further IBRD stimulation private 
Both World Bank borrowing foreign 
markets and releases unrestricted 
cent subscriptions may provide 
substitute for dollar borrowings. 
latter limited ultimately, however, 
present legal provisions governing 
capital subscriptions, while the former 
ably will not alter the record 
ing primarily dollar obligations. 
stantial IBRD demands may 
indeed, the recommendation the 
governors for quotas twice their 
order increase the unused 
guarantee for World Bank obligations, 
points anticipated rise World 
borrowing. 


PRICE INDEXES, UNITED 


Consumer Price Index 


Wholesale Price Index 

Prices Farmers 
Prices Paid Farmers 
Revised. 


TENTH DISTRICT BUSINESS 


Value of Value of 
District Check Department Pa 
and Principal Payments Store 
Metropolitan Percentage change 1959 from 


Areas 


Tenth District 
Denver 
Wichita 
Kansas City 
Omaha 
City 


Tulsa 


n.a. Not 


& 
123.7 
1958 1958 1958 
+2 +1 +19 +4 +7 +9 +7 +3 n. 
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